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1  This paper is based on a keynote address at "The Third Nordic Post-Keynesian Conference", 
Aalborg, 22-23 May 2014. I wish to thank Michael Ash, Tom Michl, Greg Hannsgen, Finn Olesen, 
Arslan Razmi and Soon Ryoo for helpful comments and suggestions. 
 

































































5 The analysis draws on work over the last 15 years, incl. Skott (2001), Nakatani and Skott 
(2007), Ryoo and Skott (2013, 2015) and Skott and Ryoo (2014, 2015). Similar positions have 
been presented by a number of (post-) Keynesian writers, incl. Schlicht (2006), Godley and 
Lavoie (2008), Wray (2000), Palley (2002, 2012), Michl (2013), Nersisyan and Wray (2010), 



































































GKrYIWrTYCY  );,();,,(                                                         (1) 
 
In equation (1), consumption    C     depends on (pre‐tax) income    Y  , taxes    T,     the real 
rate of interest    r     and the stock of household wealth    W   ; investment    I     depends on 








complications are irrelevant for present purposes, and I shall take the targets    Y∗     and    I∗    
as given. Thus, we need 
 
  IKrYI );,(                                                                                 (2) 
 
GIWrTYCY   );,,(                                                         (3) 
 
Equation (2) pins down the interest rate, and equation (3) can be met by using taxes    T     or 
government consumption    G     as the instrument.     
 




6 Changes in interest rates lead to capital gains and losses on long-term assets, and wealth will 






























Having fixed the real rate of interest and the output‐capital ratio    Y/K∗   , and assuming that 
                                                            
7 For simplicity, I take the cost of finance to be equal to the real rate of interest. Skott (1989, 





output, capital and employment (in efficiency units) all grow at the natural rate    n   , the 
equilibrium condition for the goods market can be written 
 










Y                                                       (4) 
 










                              WYsC D  )1(                                                                 (5) 
TrDYY D                                                                  (6) 
DKW                                                                        (7) 
C,YD     and    W     denote consumption, disposable income and wealth, and (  1 − s     and   
     the consumption propensities out of income and wealth (equation 5). Pretax private 
income is given by    Y    plus the interest on government debt    rD,     and disposable income 




2013; see also section 3 below). Total private wealth is the sum of fixed capital    K     and 

























                                                         (8)           




















8 Schlicht (2006) derives these results for changes in the growth rate and government 





























































10 The notion of desired utilization has been the subject of intense debate in the post-Keynesian 
literature. 'Kaleckians' have suggested that there is no well-defined desired rate or, alternatively, 
that the desired rate is subject to path dependency (e.g. Dutt 1997, Hein et al. 2012). A classical/ 
Marxian/ Harrodian position views the desired utilization rate as largely structurally determined; 
there may be some indeterminacy or path dependency, but the range of variation is quite narrow 
(e.g. Committeri 1986, Kurz 1986, Skott 2012). 
 
11If  u∗   denotes the output-capotal ratio at the desired utilization rate, steady growth at 




























n    K̂  IYu
∗
 
or, in equilibrium, 
































"if for any reason the government does not wish to see private property grow too much 
(whether in the form of government bonds or otherwise) it can check this by taxing the rich  
... The rich will not reduce their spending significantly ... By this means the debt can be 
reduced to any desired level and kept there." (Lerner, 1943, p. 49) 
 
13 Other recent papers have analyzed stabilization policy in unstable economies, including Asada 






















r     that is deemed optimal. 
 



































































































































15 E.g. http://www.nytimes.com/2008/10/17/opinion/17krugman.html 
 
16 "Yes, the United States has a long-run budget problem. Dealing with that problem is going to 
require, first of all, sharply bending the curve on Medicare costs; without that, nothing works. And 
second, it's going to require some combination of spending cuts and revenue increases, 


























17 The novelty of the Lucas critique should not be exaggerated. Similar points had been made by 
others, including Lerner (1943, p. 48) who argues that the introduction of Keynesian policy rules 
will affect expectations and change private sector behavior:  
"since one of the greatest deterrents to private investment is the fear that the depression 
will come before the investment has paid for itself, the guarantee of permanent full 
employment will make private investment much more attractive, once investors have got 
over their suspicions of the new procedure. The greater private investment will diminish 
the need for deficit spending.” 
'Goodhart's law' is another example, 
"Any observed statistical regularity will tend to collapse once pressure is placed upon it for 
control purposes." (Goodhart 1975). 
18 The dominant strand of post-Keynesian economics also has shortcomings (Skott 2012, 2014). 




































Ḋ  rD  G − T                                                                 (9) 
Now let         denote the budget deficit as a share of income, 
  ḊY 
rD  G − T
Y                                                     (10) 
We want to derive time path of         (and hence    D  ) that is consistent with growth at full 
employment. 
 
















                                            (11) 












































































                                     (14) 
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Figure 1: Real interest rates on 3‐month treasury bills and the debt‐gdp ratio. 
